We investigate the changing role and direction of Japanese bank internationalisation with an emphasis on the period from 1995 to 2008. In recent years Japan has gone from being a net receiver of international bank lending of US$230 billion (1995) to a net lender to international banks of US$235 billion (2008). The analysis of the international positions demonstrates that (a) Japanese banks significantly reduced their international exposures to mitigate the effects of their failed loans in the Asia-Pacific region; (b) European integration has been associated with enhanced claims, while during the same period Japanese claims were reduced; (c) Japanese bank internationalisation appears to be at odds with customer-related motivations, although such a low risk strategy would be consistent with socio-cultural or geographic influences, the effects of asymmetries in information and risk aversion. Finally, we can add to existing facts concerning the differences between domestic and international banking. 
Introduction
Globalisation and deregulation, and improvements in settlement and trading technology are factors that have contributed to the internationalisation of domestic banks, while enhanced linkages in international interbank markets as well as those existing in international stock, bond, foreign exchange and derivatives markets have added to the integration of financial markets. Nearly three decades ago, authors such as Teeter's (1983) and Rhoades (1983) noted a trend towards financial market integration, an increasing concentration of international bank assets and the beginnings of disintermediation. Today, these relationships are entrenched:
international bank 1 assets increased 285% to US$35 trillion between 2000 and 2008, while international securities, both issued by banks for financing purposes and those held as investments, represent an important, and increasing, component of bank liabilities and assets.
One important feature of these statistics is that while there has been significant growth in the levels of international banking there has also been significant variation in the respective contributions from specific countries.
The key objective of this paper is to highlight and analyse one extraordinary feature of the international banking market: the change in the net international positions of Japanese banks 1 The international positions of banks refer to cross-border (or external) bank transactions with non-residents plus those local transactions with residents in foreign currency. addition to Japan, remains a net contributor to international bank lending, which is largely channelled to emerging Europe, despite a critical need to finance regional long term development. Interestingly, Rhoades (1983) investigation of the international role of US banks, in the period from 1956 to 1980, then highlighted a trend of increasing international importance for non-US banks, especially those from the U.K., Europe and Japan. This trend has continued to the present day.
From the Japanese perspective, further analysis reveals that the main driver of these developments has been an 85% reduction (1995) (1996) (1997) (1998) (1999) (2000) (2001) (2002) (2003) (2004) (2005) (2006) (2007) (2008) in the level of international bank lending to Japan (US$534 billion in 2008), rather than significant changes in the level of Japanese lending, which has now returned to mid 1990 levels (US$769 trillion in 2008). The current situation therefore draws attention to the current role of Japan as a relatively low risk international investor and capital exporter, since the majority of these investments are in the form of deposits to European and US banks.
Disintermediation by Japanese corporations and the development of local bond markets does not entirely explain this trend, although issuance by Japanese issuers in international markets did increase 16% to US$398 billion (2000) (2001) (2002) (2003) (2004) (2005) (2006) (2007) (2008) , and domestic bond markets doubled (2000) (2001) (2002) (2003) (2004) (2005) (2006) (2007) (2008) to US$11.1 trillion. However, issuance in domestic bond markets was largely driven by government issues, with the non-government share falling slightly from US$2.08 trillion (2000) to US$1.96 trillion (2008) .
Our analysis of the international bank positions of Japanese banks also provides additional insights into a series of related questions and issues concerning the impacts and consequences of bank internationalisation. The first issue concerns the impact of the revised capital adequacy rules adopted in 1998, which coincided with the Asian Financial Crisis of the same year, on the international positions of Japanese banks. During periods of non-economic as well as economic uncertainty, international banks would be expected to simply reduce the 2 Source: BIS (2009), Table 7A . maturity of their international loans (Valev, 2006) . However, Montgomery (2005) shows that the stricter capital adequacy requirements introduced under the Basel Accord caused those Japanese banks with an international presence to also shift their asset portfolios from loans and corporate bonds to unweighted assets such as government bonds. This is very clear from the later analysis: Japanese banks reduced their international deposits with other banks by 46% (from US$760 billion in 1995 to US$518 billion in 2000) to reduce the risk of their balance sheets 3 The second issue concerns the impact of financial market integration on international bank positions. Freixas and Holthausen (2005) model international interbank market integration with unsecured lending under asymmetric information and show that an equilibrium with integrated markets need not always exist, or that it may coexist with one characterized by segmentation. Later, Freixas and Jorge (2008) show that interbank market imperfections also induce credit market rationing thereby affecting bank liquidity preferences, while Skeie (2008) notes the effect of maturity mismatches between short dated liabilities and long term assets. Thus integration will induce changes in the asset and liability and maturity preferences of international banks operating within a region, especially one which is becoming more integrated and remains segmented from others.
. The emergence of Europe as an economic bloc and one now with a common currency following the introduction of the euro and the associated capital market deregulation, represents a market that is becoming both internally more integrated, while remaining segmented from others, due to the dominant position of the US dollar as the primary currency for international trade, financial market trading and portfolio transactions. The analysis by Blank and Buch (2007) of OECD banks' bilateral foreign asset and liability positions supports this view with a positive and significant impact of the euro on bilateral financial linkages, which is stronger and more robust for banks' foreign assets than for their foreign liabilities. This is consistent with Evans, Hasan and Lozano-Vivas (2008) , who show that European integration over the past two decades has led to convergence, or greater similarity of European bank profitability and earnings, although differences remain with their assetliability management practices and positions.
We show that in response to European integration, the relative importance of Japanese banks to European banks declined, especially so during the post-euro period. Specifically, Japanese bank on balance sheet assets (termed "claims" by the BIS, Table 9B ) to European banks declined from 81% in 2000 of the US$366 billion claims to 65% of the US$737 billlion claims. The main beneficiary of this change was higher cross-border claims between Japan and the US, with Japanese bank claims increasing during the same period (from 16% in 2000 to 35% in 2008). However, this response by Japanese banks to the emergence of Europe as an integrated economic bloc is complicated by the long standing branch presence in the UK and the US, which has been the historic channel for their international lending (Terrell, Dohner, Lowrey, 1990 ).
Third, this study provides additional insights into the controversy that surrounds the motivation for bank internationalisation. Ramchander (1996) has shown that credit market linkages are important factors driving foreign banking in the US, although the size of the foreign countries' banking sector is only important for French and Japanese banks. Perhaps, Japanese banks follow their customers to international locations to achieve economies of scale in the application of their intangible assets (Lihong and Delios, 2008) , or to facilitate trade (Buch, 2003b) ? Nonetheless, our findings appear to be at odds with the concentration of international activity from Japanese bank branches based in London and New York (Terrell, Dohner and Lowrey, 1990) and their preference for holding international bank deposits instead of corporate loans in recent times.
There are clearly a number of offsetting factors that appear to influence Japanese bank international lending decisions, with overbanking and unprofitable domestic markets one key factor. For example, Koetter et al. (2006) has demonstrated that this was the main driver for German bank internationalisation. Other important factors that likely inhibit internationalisation include information costs (Buch, 2003) , cultural factors (Moshirian and Bishop, 1997) and the ability to match foreign currency assets by borrowing in the domestic market (Moshirian, Sadeh and Zein, 2004) . Buch (2005) show's that banks prefer to lend near their head offices (i.e. geographically nearby), which may account for the historical preference by the Japanese to lend to corporations on the west coast of the US (Huallachain, 1994) and their failure to lend extensively in distant emerging markets. High intermediation costs, potential moral hazard effects, exposure to foreign currency risks and ownership and control concerns with the foreign subsidiary or investment (Grosse, 2006; Minda 2007) will also have a negative impact on the international bank and prevent internationalisation.
Finally, we can add to the existing literature on the differences between domestic and international banking. Foreign banks have different financial characteristics and in the large money centres rarely have retail deposits (Kosmidou et al., 2006) . However, relying on the asset-liability data provided by the BIS means that we are unable to disentangle the effects of off-balance sheet items that are known to affect portfolio decisions (Boot and Thakor, 1991) .
Given the aggregation of this data we are also unable to distinguish between variations in the size, or number of banks that hold international claims.
The remaining paper is structured as follows: Next, in section 2, a survey is provided of the international positions of all BIS reporting banks, with a focus provided on the relative positions of Japanese banks. Then, in Section 3, the international asset and liability positions of Japanese banks are examined in more detail. Section 4, provides a perspective on recent Japanese developments in firstly, international bond markets, secondly, syndicated loan markets, and thirdly domestic bond markets. Finally, Section 5 provides some concluding remarks.
[Insert Table 1 and 2 about here]
The International Asset and Liability Positions of BIS Reporting Banks
Summary tables of the international positions of banks that are reported to the BIS from December 1980 to March 2009 are provided in two main tables: Table 1 provides the   international asset positions, while Table 2 , provides the international liability positions.
International assets comprise external (cross-border) and local assets. External assets may be in the form of either loans and deposits, or securities (this detail is provided from December [Insert Table 2A , 2B, 2C about here] Tables 2A, 2B and 2C provide detail on bank lending to specific countries (Table 2A) , bank lending from specific countries (Table 2B ) and the subsequent net positions (Table 2C) . (Heller, 1987) .
The extensive lending (bank deposits) now provided to the BIS reporting banks (Table 2B) by key developing countries and regions is perhaps not surprising given oil rich nations now present in the Africa and Middle-East region. These loans to BIS banks were US$867 billion Singapore's US$51.1 billion by more than fourfold.
Overall international bank lending to developing Asia remains below the levels of lending to other regions, especially developing Europe, while regional deposits with these same banks continue to exceed loans and have done so for all years since 2000. Thus, Asia-Pacific savings continue to subsidise international bank lending, especially to developing Europe, despite the efforts of regional policy-makers to direct these funds for regional economic and infrastructure development.
It is important to recognise that promotion of regional bond markets and the development of country specific corporate and foreign bond markets is not inconsistent with improving access to international debt markets in the form of either syndicated bank loans or as international bond issues (such as Eurobonds). Chakraborty and Ray (2006) by government that would benefit both bond market development and improve access to international investment or lending.
The International Positions of Japanese Banks
The international asset and liability positions of Japanese banks are reported in two groups of tables. The first group (Tables 3-6) : Table 3 provides details on the total external asset and liability positions; Table 4 provides details on the component of these positions that are external loans and deposits; Table 5 provides details on the component of these positions made locally (to residents in foreign currency); while Table 6 provides details on the locations and allocation by sector. The second group (Tables 7-9) provides information on the cross-border claims between different countries: Table 7 provides a summary of Japanese bank claims to other banks by country and region; Table 8 reports the country of claims to Japan; while Table 9 reports additional cross-border claims between other countries for comparison purposes.
[Insert Table 3 about here]
From 1980 to the present day, Japanese bank external assets and liabilities have increased significantly. Table 3 [Insert Table 4 about here]
The component of external asset and liability positions that comprise external loans and deposits are reported in Table 4 . This data is only available from 1995. Recall that external assets can loans and securities bought, while external liabilities can comprise deposits and own bank securities issued. Thus, vis-à-vis all sectors, external deposits comprise the major form of external liability, whereas external loans represent a declining component (from 73%
in 1995 [Insert Table 5 about here]
The local positions (resident assets and liabilities in foreign currency) are reported in Table 5 .
It is interesting to note that nominal asset values peaked in 1990 for all sectors and the non- [Insert Table 6 about here] [Insert Table 7 about here]
The next group of Tables (7-9) report the cross-border positions or "claims" of BIS banks in one country against another. Claims (of banks) are financial assets (on-balance sheet items only) that include deposits and balances with other banks, loans and advances to non-banks as well as banks, and holdings of debt securities (BIS, 2008) . These Tables though related to the others are intended to measure the ultimate risk exposure in the event of loss.
The first panel of Table 7 The bottom panel of Table 7 records changes in the ratios of different groups of countries to others. The developed country share of claims remains consistently around 75%, while the European share of developed country claims is also consistently around 43% (2009) [Insert Table 8 about here] (Insert Appendices 1 to 4 about here)
4.
The Japanese presence in other markets.
Section 4, provides a perspective on recent Japanese developments in international and domestic markets. The first of these tables report recent BIS statistics on international debt securities issued (Appendix 1) and international syndicated loans signed (Appendix 2) by the nationality of the issuer. These outstandings are measured in US dollars. The final Table   records Table, China's growth is higher than any other irrespective of the period.
Appendix 4 reports the average annual compound growth (in percent) along with the share that was Government issues and the share that was short term. This Table is based on data from the BIS where short term refers to lending for less than one year. The bottom row reports the averages for all markets. There is considerable diversity in these statistics at a national level although with the exception of Japan, the larger bond markets tend to have government issues comprising less than 50% (e.g. the US has around 30%) and have significant long-term as well as short-term bond markets.
Conclusions
The objective of this study was to investigate the changing role and direction of Japanese The Asia-Pacific region, like Japan, also remains a net contributor to international bank lending, which is largely channelled to emerging Europe. In effect Japan and many of the regions' capital surplus economies are investing in relating low risk international assets, which in the case of Japanese banks are either straight deposits or securities. While international and especially European banks appear to be reducing their relative exposures to Japan (there has been an 85% reduction (1995) (1996) (1997) (1998) (1999) (2000) (2001) (2002) (2003) (2004) (2005) (2006) (2007) (2008) This strategy appears to be at odds with customer-related motivations, although such a low risk strategy would be consistent with socio-cultural or geographic influences, the effects of asymmetries in information and risk aversion.
Finally, we can add to existing facts concerning the differences between domestic and international banking. While foreign banks have different financial characteristics largely due to their lack of a retail branch network, the Japanese banks in the major money centres of London and New York were clearly able to compensate by accepting wholesale deposits.
While these higher priced liabilities may have placed pressures on the interest margins of foreign banks it is likely that maturity mismatching or lending to less credit worthy financial institutions may have maintained profitability.
One important extension of this analysis is to consider the possible consequence of internationalisation on domestic lending. The conservative practice internationally appears likely to reflect conservative lending practice at home. Nonetheless it likely represents the failure by Japanese corporations to undertake new investment and a trend to improve debt equity levels. Ultimately, this situation must reverse if Japan wishes to regain its role as an industrial and financing powerhouse not just in the Asia-Pacific region but in the world economy. Source: Table 1 BIS Quarterly Review. The term "international" refers to "Banks' transactions in any currency with non-residents (i.e. their external or cross-border business) plus their transactions in foreign (non-local) currency with residents", "external" positions or "cross-border" positions are asset and liability positions vis-à-vis banks and non-banks located in a country other than the country of residence of the reporting banking office positions, and debt securities are instruments other than equity shares, investment fund shares or units and financial derivatives. All financial assets that are bearer instruments, usually negotiable and traded on secondary markets, not granting the holder any ownership rights to the institutional unit issuing them (BIS 2008, " 2008) . These items are part of the principal balance sheet items reported by the BIS are claims are deposits and balances placed with banks, loans and advances to banks and non-banks and holdings of securities and participations. The first option is to report data on the following three major subcomponents of international assets and liabilities separately: (i) loans and deposits; (ii) holdings and own issues of debt securities; and (iii) other assets and liabilities. In this case, total international assets and liabilities are defined as the sum of the three subcomponents. The second option is to report, in addition to data on total international assets and liabilities, data on two subcomponents separately: (i) holdings and own issues of debt securities; and (ii) other assets and liabilities. In this case, data on loans and deposits are obtained by deducting the two separately reported subcomponents from total international assets and liabilities. Dec.1980 Dec.1985 Dec.1990 Dec.1995 Dec.2000 Dec.2005 Dec.2006 Dec.2007 Dec.2008 Mar.2009 (Table 4A) Source: Table 6A BIS Quarterly Review. The term "external" positions or "cross-border" positions are asset and liability positions vis-à-vis banks and non-banks located in a country other than the country of residence of the reporting banking office positions, and debt securities are instruments other than equity shares, investment fund shares or units and financial derivatives. All financial assets that are bearer instruments, usually negotiable and traded on secondary markets, not granting the holder any ownership rights to the institutional unit issuing them (BIS 2008, " Table 9B BIS Quarterly Review. Claims (of banks) are financial assets (on-balance sheet items only) including, as a minimum, deposits and balances with other banks, loans and advances to non-banks as well as banks, and holdings of debt securities. The on-balance sheet financial claims provide a measure of the risk exposures of lenders' national banking systems. The quarterly data cover contractual lending by the head office and all its branches and subsidiaries on a worldwide consolidated basis, ie net of inter-office accounts. Reporting on this contractual lending on an immediate borrower basis allows the allocation of claims to the bank entity that would bear the losses as a result of default by borrowers (BIS 2008, " 
